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Calgary Headquarters of Canada’s Oil Industry. 


(Dollar amounts in thousands except 


per share figures) % 
1979 1978 Change 

Gross Revenue $32,031 $23,769 +35 

Cash Flow $17,111 $13,713 +25 
Per Share $ 1.74 $ 1.42 

Net Earnings $ 8,226 $ 6,885 +19 
Per Share $ .84 Dalal 

Working Capital at Year End $ 9,900 $ 7,540 +31 

Property & Equipment Additions $18,867 $17,111 +10 


Oil and Natural Gas Liquids Sales 
(Before Royalty Deduction) 


*MS 360,301 334,348 +8 
Ms Per Day 987 916 


Natural Gas Sales 
(Before Royalty Deduction) 


**103 MS 232,463 187,487 +24 
10° M? Per Day 637 512 
Wells Drilled — Net 
Oil 53 48 
Gas 7 15 
Dry 19 13 
Total 79 76 
Acreage — Net Working Interest 1,317,621 1,341,723 
Outstanding Shares 9,837,137 9,664,837 ar 
_* M% — cubic meters To convert cubic meters to barrels multiply by 6.3 


~ ** 403 M3 — thousands of cubic meters To convert cubic meters to cubic feet multiply by 35.5 
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To the Shareholders 


| am pleased to report a year of continued 
growth by Canadian Reserve Oil and Gas Ltd. 
All segments of the Company’s operations con- 
tinued to expand as planned. Satisfactory gains 
were achieved in each financial area and the 
Company can report a record financial perfor- 
mance for the year ended December 31, 1979. 
Higher prices for oil and natural gas, together 
with increased sales volumes, are directly re- 
sponsible for this record financial year. 


Gross revenue increased by 35% to 
$32,031,000 or $3.26 per share, and cash flow 
increased by 25% to $17,111,000 or $1.74 per 
share. Cash flow before income tax was 
$18,615,000 or 25% greater than in 1978. Net 
earnings increased 19% to $8,226,000 or $.84 
per share as compared with $.71 per share for 
the previous year. 


Gross sales of oil and natural gas liquids were 
987 m3/d and gross natural gas sales were 637 
10° m3/d. Gross sulphur sales for the year total- 
led 53,956 tonnes. 


In 1979 the Company continued with an active 
exploration and development program which it 
had begun in 1978 in the heavy oil areas of Al- 
berta and Saskatchewan. Its land holdings in 
this area — varying interests in approximately 
500,000 acres — made it relatively easy for the 
Company to expand its operations and in a short 
period of time generate revenues. The company 
has budgeted for capital expenditures of 
$6,200,000 in 1980 in the heavy oil areas. 


The Company continued the development of 
the Macklin pool in the Province of Saskatche- 
wan, and, as a result has placed on production 
approximately 150 gross m3/d of oil. 


The fireflood and steam stimulation pilot pro- 
ject at Eyehill in Saskatchewan which was insti- 
tuted in 1978 was further expanded in 1979 with 
initial operations to commence in May, 1980. 


It is estimated that there is in the order of 2 
10° m® of original oil in place in the heavy oil 
areas of Saskatchewan and Alberta. The portion 
of the oil in place controlled by Canadian Re- 
serve in the heavy oil areas is significant to the 
future plans of the Company. With the applica- 
tion of the Company’s current enhanced recov- 
ery schemes, such as the fireflood and steam 
stimulation and caustic pilot projects, current 
production rates and recoveries could be in- 
creased several fold over those experienced 
under primary recovery. These types of 
schemes, however, require a large input of capi- 
tal and to make such schemes economically vi- 
able, price increases, reduced royalties and tax 
rates, or a combination of both are required. 
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The Company consummated a Joint Venture 
Agreement in 1979 with Pool Petrol Investments 
Canada Ltd. The agreement, effective July 1, 
1979, is for a period of three years and involves 
an expenditure by Pool Petrol Investments 
Canada Ltd. of $30,000,000 on exploration. 
These funds will permit expansion of exploration 
activity in western Canada. The program in- 
volves virtually all areas of the Western Cana- 
dian Basin, including geological prospects in the 
Deep Shelf and Foothills regions of western Al- 
berta and British Columbia. 


On November 2, 1979, the Board of Directors 
of Reserve Oil and Gas Company, the major 
shareholder in Canadian Reserve, approved a 
definitive agreement with Getty Oil Company of 
Los Angeles providing for the merger of Reserve 
Oil and Gas Company into Getty Oil Company. 
The total value of the transaction, based upon 
outstanding common and preferred stock, war- 
rants and options, is estimated at $628,000,000. 
The Getty Oil Company proposal followed the 
termination of an earlier agreement with Denison 
Mines Limited which was mutually terminated by 
the respective Boards of Directors. 


The agreement with Getty Oil Company was 
submitted to a vote of Reserve Oil and Gas 
Company shareholders at a special meeting 
held December 28, 1979, and the transaction 
was approved. The agreement was effective 
January 23, 1980, and, at that time Reserve Oil 
and Gas Company was merged into Getty Oil 
Company and Reserve Oil and Gas Company 
was liquidated. 


As a consequence of the merger, Canadian 
Reserve now has a new major shareholder, 
which intends to increase significantly the funds 
available for exploration and development of 
new oil and natural gas reserves. Getty Oil 
Company has extensive experience in the re- 
covery of heavy oil and intends to make availa- 
ble to Canadian Reserve this expertise for appli- 
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cation to enhanced recovery methods for the 
existing inplace reserves of heavy oil. Without 
doubt these additional funds and new expertise 
will usher in a new era for Canadian Reserve. 


While we look forward to our new relationship 
with Getty Oil Company, | would like to express, 
on behalf of all the employees of Canadian Re- 
serve, Our appreciation to Reserve Oil and Gas 
Company for their contributions toward the suc- 
cess of Canadian Reserve Oil and Gas Ltd. To 
the officers and employees of Reserve Oil and 
Gas Company, who worked with us through a 
period of rapidly expanding operations, we ex- 
press our sincere thanks. 


In 1979, the Company made two changes in 
senior management. Gus Czeman was ap- 
pointed Vice-President, Operations and Bruce F. 
Sim was appointed Vice-President, Legal and 
Administration. 


The Company plans an aggressive exploration 
and development program for 1980 and with a 
continued high level of dedication and ac- 
complishment on the part of our employees, we 
should fulfill these plans. The Board of Directors 
appreciate this dedication, and | thank the 
employees for their continued outstanding per- 
formance and support. 


For the Board of Directors, 


ee 


R. Bruce Bailey 
President 
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Canadian Reserve Oil and Gas Ltd., successor 
to Fargo Oils Ltd., is an Alberta incorporated 
company engaged in exploration, development 
and production of oil and natural gas, primarily in 
western Canada. The Company has interests in 
petroleum and natural gas lands, pipelines, gas 
processing facilities and mining properties. 


The corporate office is located in Calgary, Al- 
berta and is currently staffed with 68 employees. 


In addition, the Company maintains a district of- B. F. Sim R. W. Ambrose 
fice at Lloydminster, Alberta, staffed with 37 Vice President Legal and Admin. _ Vice President Exploration 
employees. 
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Drilling in North Eastern British Columbia. 


In 1979, Canadian Reserve actively continued 
its exploration and development program. The 
Company participated in 97 exploratory wells of 
which 1 was drilled in northeastern British Col- 
umbia, 15 were drilled in Alberta and 81 were 
drilled in the heavy oil areas of Alberta and Sas- 
katchewan. 


Following are the significant areas in which 
the Company concentrated its exploration and 
development efforts in 1979. 


BRITISH COLUMBIA 


In northeastern British Columbia, the Com- 
pany’s exploration activity was centered in the 
Trutch and Grizzly Valley North areas, where 
additional natural gas reserves have been estab- 
lished. 


Trutch 


At Trutch, the Company completed 1 natural 
gas well during 1979, and established gas re- 
serves in two formations. The well, on a drill 
stem test, yielded 48 10° m3°/d from the Debolt 
formation and on an absolute open flow test 
yielded 99 10? m3?/d from the Middle Devonian 
Carbonate formation. A drilling reservation com- 
prising 16,309 acres was purchased in 1979. 


CANADIAN RESERVE 
WORKING INTEREST ACREAGE 


3% GAS WELL + ABANDONED WELL 


©1979 WELL TRUTCH AREA 


Seismic Activity in Alberta. 
Grizzly North 

Canadian Reserve and partners hold a 17,588 
acre drilling reservation in this natural gas prone 
area. The Halfway, Baldonnel and Nikanassin 
formations are the primary producing horizons in 
the Foothills trend where reserves are proven in 
the Grizzly Valley field. A pipeline was completed 
in 1979 from Grizzly Valley to the Westcoast 
transmission system which will enable Canadian 
Reserve to gain access to the markets for any 
new reserves discovered. 


MILES 
CANADIAN RESERVE %* 0 3 


WORKING INTEREST ACREAGE 
3% GAS WELL 
~ ABANDONED WELL 
© DRILLING LOCATIONS 
©1979 WELL GRIZZLY NORTH AREA 


Canadian Reserve acquired 55 miles of seis- 
mic data during 1979 and has defined several 
large features, some of which are of the same 
order of magnitude as the main Grizzly Valley 
structures. 


The Company and its partners have drilled an 
encouraging Doig test on the drilling reservation. 


Owe — 


O MILES 2 
es | 


CANADIAN RESERVE WORKING INTEREST AND 
OPTION ACREAGE 

3+ GAS WELL a 

~ ABANDONED WELL 


©1979 WELL 
BURNT RIVER AREA 


ALBERTA 


Wembley 


Canadian Reserve and partners each hold a 
25% interest in four licenses, totalling 27,040 
acres in the Elmworth area. Using sophisticated 
seismic techniques, the group was successful in 
locating several Halfway bar developments. 


Burnt River 


Canadian Reserve holds a 25% interest in 
3,840 acres in the Valhalla area where natural 
gas and oil have been found in the Halfway, 
Boundary Lake and Doe Creek formations. 
Further oil and natural gas reserves appear to 
exist in the Dunvegan, Paddy-Cadotte, 
Bluesky-Gething, Cadomin, Baldonnel and Doig 
formations. Canadian Reserve together with a 
partner farmed into this block and drilled a po- 
tential dual zone oil well. 


CANADIAN RESERVE 
WORKING INTEREST ACREAGE 
% GAS WELL. 
~ ABANDONED WELL 
© 1979 WELLS 


PINE CREEK AREA 


Pine Creek 


Canadian Reserve and partners acquired an 
additional 1,760 acres of land in this area in 
1979 and now holds a 33'/3% interest in a total 
of 9,760 acres. One multi-zone natural gas well 
was drilled during the year. 


Edson 


The Company holds a 45% interest in 2,080 
acres offsetting the Edson-Elkton natural gas 
field and has delineated interesting seismic 
anomalies in two formations. Further seismic 
work, drilling and land acquisitions are planned 
for 1980. 


Sibbald 

During 1979, Canadian Reserve participated 
in the drilling and completion of 2 Glauconite 
sand oil wells in the Sibbald area. These wells 
average 4 meters of pay and production aver- 
ages 15 m°/d. Further development drilling is 
planned for early 1980 on the 3,840 acre block 
held by Canadian Reserve. 


CANADIAN RESERVE 
WORKING INTEREST ACREAGE 
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HEAVY OIL AREAS — ALBERTA AND 
SASKATCHEWAN 


Bodo Hayter 


In 1979, Canadian Reserve and partners were 
faced with a land expiry problem which necessi- 
tated an intense drilling program. The program 
resulted in the discovery of a new Cummings 
sand oil pool, a new Sparky sand oil pool and 3 
natural gas wells. In addition, further delineation 
of the Bodo McLaren and Sparky oil pools was 
carried out resulting in 4 oil wells and 1 natural 
gas well. The Company has interests varying 
from 12.5% to 50% in this area. 


CANADIAN RESERVE 
WORKING INTEREST ACREAGE 


% GAS WELL 

~ ABANDONED WELL 
¢ OIL WELL 

O 1979 WELLS 


BODO HAYTER 
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Cosine 


In the Cosine South area, Canadian Reserve 
and partners drilled 5 Bakken sand oil wells. 
Total production from these wells averages 50 
m3/d. The remaining undrilled acreage on this 
prospect will be developed in early 1980. 


In the Cosine area, drilling on 5,920 acres ac- 
quired in 1978 resulted in 3 potential Lloydmins- 
ter sand oil discoveries. In addition, tests indi- 
cated that natural gas bearing sands could be 
commercial. The Company has interests varying 
from 25% to 50% in 11,864 acres in this area. 
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Macklin-Eyehill 

The Company has interests varying from 50% 
to 100% in 4,960 acres within the Macklin 
Sparky sand pool. Further development in 1979 
resulted in 25 Sparky sand oil wells. Production 
from this pool now averages 150 m°3/d from 33 
producing wells. If the evaluation of offset pro- 
ducing wells is encouraging, the Company will 
carry out an extensive drilling program on the 
undrilled acreage in this area in 1980. 


In the Eyehill-Senlac area Canadian Reserve 
and partners drilled 3 Sparky oil wells in 1979. 
The average oil pay in the Sparky is 3 meters 
and production from each well averages 7 m3/d. 
The Company has interests varying from 12.5% | 
to 50% in this area. 


3 CANADIAN RESERVE 
WORKING INTEREST ACREAGE _ 


# GAS WELL 

~ ABANDONED WELL 
e OIL WELL 

O 1979 WELLS 


OIL FIELD MACKLIN EYEHILL AREA 


Senlac North 


Drilling on farmin acreage acquired in 1978 
resulted in the discovery of an oil well with 17 
meters of McLaren-Waseca oil pay. The Com- 
pany subsequently acquired an additional 3,745 
acres in this area. Further drilling has extended 
this trend and a second McLaren-Waseca oil 
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well has been completed. By meeting the drilling 
commitments on this 1979 farmin acreage, the 
Company earned 50% in 22,120 acres and has 
delineated an oil bearing channel sand. 


CANADIAN RESERVE 
WORKING INTEREST ACREAGE 


a GAS WELL e OIL WELL 
~ ABANDONED WELL 


O 1979 WELLS SENLAC NORTH AREA 


Unity 

In 1979, the Company finished drilling the final 
commitment well on farmin acreage in this area 
which effectively increased Canadian Reserve’s 
interest to 50% in 33,280 acres. The initial dril- 
ling resulted in 3 potential oil wells and 3 poten- 
tial natural gas wells on this exploratory acreage. 
Included in these discoveries is a Waseca sand 
oil pool which Canadian Reserve will further de- 
velop in 1980. The Company now has interests 
ranging from 37.5% to 75% in this area. 


CANADIAN RESERVE 
WORKING INTEREST ACREAGE 
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UNITY AREA 


Manito-Marsden 

Canadian Reserve participated in 16 explora- 
tory and development wells which resulted in 10 
potential Sparky oil wells and 1 potential 
Colony-McLaren oil well. Included are 2 Sparky 
sand oil wells averaging 10 meters of net pay 
compared to the normal average of 4 meters. 
Further drilling is planned to delineate these dis- , 
coveries. The Company has interests ranging 
from 50% to 100% in 20,448 acres in this area. 


Epping 

Canadian Reserve and partners participated 
in 6 development wells resulting in 6 potential 
Sparky oil wells. Further development is pending 
on production from these wells. The Company’s 
interest varies from 50% to 100% in this area. 


LAND 


At December 31, 1979, the Company held 
working interests in 3,958,967 acres of land of 
which 1,317,621 acres are net to the Company. 
The Company also holds royalty interests in 
2,081,363 acres of land including lands in west- 


ern and northern Canada. The Company’s most 
significant increases in land holdings were in the 
Trutch area of British Columbia, the Pipestone 
area of Alberta, and the heavy oil areas in both 


Alberta and Saskatchewan. 
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CANADIAN RESERVE 
,WORKING INTEREST ACREAGE 


# GAS WELL 

~ ABANDONED WELL 
¢ OIL WELL 

O 1979 WELLS 


MANITO-MARSDEN AREA (SASK.) 


SUMMARY OF ACREAGE HOLDINGS 


Area 


Alberta 
Saskatchewan 
British Columbia 
Manitoba 

Arctic 

East Coast 
Northwest Territories 
Yukon 

Ontario 


Working Interest Acres Royalty Interest Acres 


Gross 


793,481 
678,925 
569,729 
3,157 
1,604,624 
187,782 
31,641 
85,810 
3,818 


3,958,967 


Net 
356,733 105,080 
256,654 27,598 
137,334 81,047 
1,549 — 
482,387 1,780,603 
37,556 _ 
17,257 87,035 
25,743 — 
2,408 — 
1,317,621 2,081,363 
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Battery Facilities at Lloydminster. 


‘Operations 


DRILLING 


Exploratory completions totalled 97 wells re- 
sulting in 28 oil wells, 15 natural gas wells and 
54 dry holes. Canadian Reserve’s interest in the 
successful exploratory completions resulted in 
9.2 net oil wells and 3.1 net natural gas wells. 
The Company participated in the drilling of 158 
development wells during 1979, equivalent to 
53.2 net wells. Of this number, 44.1 were com- 
pleted as successful oil wells, 3.9 as successful 
natural gas wells and 5.2 wells were abandoned. 
The table illustrates in more detail the drilling 
program for the Company in 1979. 


To ensure rig availability for the continuing 
high level of activity in the heavy oil areas of Al- 
berta and Saskatchewan, the Company, in 
partnership with Camaro Drilling Ltd., undertook 
the construction of a second rig. This rig com- 
menced operation in the summer of 1979. 


PRODUCTION AND SALES 


During 1979 the gross working interest oil and 
natural gas liquids sales increased to 987 m3/d 
from 916 m3/d during the previous year. The in- 
crease was the result of the continued develop- 
ment of the Maclin heavy oil pool in Saskatche- 
wan. 


Satisfactory progress has been made in con- 
struction of the combination fire flood, steam 
stimulation pilot project at Eyehill, Saskatche- 
wan. At year end all the 25 wells were drilled 
and the installation of production facilities were 
nearly complete. Actual pilot operations are ex- 
pected to commence on May 1, 1980. If the pilot 
project is successful, the recovery of oil in place 
could be in the order of 40%. The significance of 
a successful pilot project in this area is brought 
into focus by the Company’s oil in place in this 
pool and similar pools at Senlac and North Sen- 
lac estimated to be in the order of 36 10&m‘°. 


y 


\ 


Pumping unit in the heavy oil area of Saskatchewan. 


The daily average gross volumes of natural 
gas produced by the Company in 1979 in- 
creased to 637 10%m3/d, an increase from the 
1978 level of 512 10%m3/d. This increase is at- 
tributable to the North Dahl field being on stream 
for the full year and to higher gas sales in Al- 
berta. 


WELLS DRILLED 


GROSS WELLS’ NET WELLS 

DEVELOPMENT 1979 1978 1979 1978 
Olea ere. 99 71 44.1 40.3 
Gas yn tsee races: 45 121 3.9 10.5 
DEY sees 14 9 SO age t 
158 201 53.2 53.9 

GROSS WELLS NET WELLS 

EXPLORATORY 1979 1978 1979 1978 
Oils) Soe eas 28 als C2 7S 
Gass ae: 15 18 3.1 4.6 
DOTY See ee se 54 35 14:07 9:7 
97 70 26.3 21.8 

Total Wells 255 271 79.5 75.7 
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Gross working interest sulphur production dur- 
ing 1979 of 122 tonnes remained essentially the 
same as the 1978 level. The Company sold 
53,956 gross tonnes during 1979, an increase of 
27,938 tonnes from sales of 26,018 tonnes dur- 
ing 1978. The increase in sales was attributable 
to sales from the Company’s existing inventory. 


PIPELINE TRANSPORTATION 


The Company owns an interest in the 115 mile 
Manito Pipeline Limited pipeline system which 
transports an oil condensate blend from the 
Lloydminster area of Alberta to Interprovincial 
Pipeline Ltd. at Kerrobert for ultimate delivery to 
Canadian and United States markets. 


During 1979, this pipeline delivered 691 10%m° 
of blend to the Interprovincial Oil Pipeline, an 
average of 1,900 m3/d; this was an increase of 
210 m?/d from the 1978 average of 1,690 m?/d. 


A major expansion of the existing facilities, 
costing approximately $2.9 million, is essentially 
completed. The looping of the line between Dul- 
wich and Lone Rock, the installation of two new 
pumping stations and the addition to facilities at 
existing stations will increase the current capac- 
ity of 2,100 m?/d blend throughput to 3,800 m3/d 
blend throughput. 


RESERVES 


The remaining recoverable hydrocarbon re-- 


serves of Canadian Reserve at December 31, 
1979, are detailed in the following table. These 
reserves were estimated by G. S. Monkhouse 
and Associates Ltd., an independent consulting 
firm. 


The estimated proved and probable reserves 
include only those which can be classified as 
proved and probable in accordance with classifi- 
cations defined by the United States Securities 
and Exchange Commission. 


The oil reserves do not include significant vol- 
umes of heavy oil which are potentially capable 
of recovery through thermal recovery 
techniques. All reserves have been calculated 
before royalty deductions. 


WELLS DRILLED 


a NET EXPLORATION WELLS 
a NET DEVELOPMENT WELLS 


RESERVES 
(Before Deducting Royalty) 
At December 31, 1979 Natural 
Gas Natural 
Oil Liquids Gas 


Thousands 
Cubic Cubic of Cubic 
Meters Meters Meters 


PROVED |. 2,567,140 319,535 5,820,570 
PROBABLE. . .2,634,635 12,110 668,010 
TOTAL 5,201,775 331,645 6,488,580 
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Canadian Reserve Field office at Lloydminster, Alberta. 


DAILY SALES VOLUMES 
NATURAL GAS 
THOUSANDS OF CUBIC METERS 


| NET AFTER ROYALTY 
a ROYALTY 


Heavy Oil Treating Facilities at Lone Rock, Saskatchewan. 
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Financial Review 


GROSS REVENUE 


Gross revenue increased $8,262,000 to 
$32,031,000 for the year 1979. Natural gas 
sales accounted for 50% of this increase with 
most of the balance attributed to the improve- 
ment in heavy oil sales. These increases were 
distributed evenly between improved sales vol- 
umes and prices. 


The following table illustrates the allocation of 
gross revenue as to heavy oil, other oil, and 
natural gas and its related products. 


1979 «= 1978 | 


(thousands of dollars) — - 


~ Oil — heavy . . $12,926 40% $9,703 41% 
Oil— other .... 6,596 21% 5,728 24% 

19,522 61% 15,431 65% 

Natural gas... . 12,245 38% 7,938 33% 

PONE ee a 264 1% 400 2% 


Gross Revenue . . $32,031 100% $23,769 100% 


a 


There was no material change in the geog- 
raphical allocation of gross revenues as illus- 
trated in the following table. The major share of 
gross revenue is attributed to the heavy oil 
areas of Saskatchewan and the natural gas 
areas of Alberta and northeastern British Col- 
umbia. 


1979 1978 
(thousands of dollars) 


British Columbia $ 3,905 12% $ 2,996 13% 


Alberta ...... 14,086 44% 10,043 429. 
Saskatchewan 13,438 42% 10,104 43% 
Manitoba =... .. 602. 2% § S82 2a 
Oe 0 - = 44 — 


Gross Revenue . . $32,031 100% $23,769 100% — 


Tae 


Pursuant to the natural gas contracts which 
Canadian Reserve has with major purchasers, 
the purchaser is required to take delivery of a 
specified volume of natural gas annually or pay 
for the amount not taken. Payments due for the 
natural gas not taken in 1979 totalled about 
$1,056,000. The purchaser has a period varying 
from 4 to 10 years in which to take delivery of 


the natural gas paid for, but not taken, or the | 


payment is forfeited to the Company. Account- 
ing procedures require that this amount not be 
taken into income until either delivery is taken 
by the purchaser or the amount is forfeited. The 
total of such income deferred to the end of 1979 
is $1,596,000. 


CASH FLOW 


Cash flow generated from operations, which 
consists of net income before deduction of all 
non-cash items, increased $3,398,000 or 25% 
to $17,111,000 for the year. These funds, 
amounting to $1.74 per share, were equivalent 
to approximately 91% of the Company’s capital 
expenditures during the year. 


DEPRECIATION AND DEPLETION 


Depreciation and depletion expenses in- 
creased 60% to $5,678,000. Write-offs for oil 
and natural gas properties and production 
equipment are based on the unit-of-production 
method. 


Under this method natural gas volumes are 
converted to equivalent cubic meters of oil 
based on the relative BTU content of each. The 
net book value of oil and natural gas properties 
is divided by the total equivalent cubic meters 
of proved oil reserves and multiplied by the total 
equivalent cubic meters of sales to determine 
the write-offs for the current year. 


With the increased cost of finding and de- 
veloping new reserves, the unit cost of these re- 
serves continues to increase resulting in cor- 
responding increases in depreciation and de- 
pletion expense. The increased volumes sold in 
1979 further added to the amount expensed. 


INCOME TAXES 


The provision for income taxes increased for 
the year at a rate of 8%. This provision consists 
of two categories, current and deferred. 


Current income taxes are the taxes payable 
for the year based on estimated taxable income. 
These taxes increased about 43% in 1979, 
primarily due to the improvement in cash in- 
come at a faster rate than deductible capital 
expenditures, and certain government tax in- 
centives having reached their maximum. 


Deferred taxes consist of the additional tax 
that would be payable if taxes were calculated 
on the basis of accounting income rather than 
taxable income. Because capital expenditures 
are being written off at a greater rate for tax than 
for accounting purposes, provision must be 
made in the accounts to offset the taxes pay- 
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able in later years when the opposite situation 
will occur. Deferred taxes provided for the year 
decreased 4% to $3,200,000. 


The basic federal tax rate is 46% less an 
abatement of 10% for provincial taxes. The pro- 
vincial rates vary but the composite rate for the 
Company is about 12% for a basic combined 
federal and provincial rate of 48%. The disallo- 
wance as a deduction of payments to the crown 
for royalties by the federal government, less the 
rebates by the provinces added a net 6%. The 
depletion allowance and investment tax credit 
reduced the effective tax rate 18% to 36% for 
1979 as compared to 39% for 1978 for the 
combined current and deferred tax provision. 


NET INCOME 


Net income increased $1,341,000 to 
$8,226,000 for 1979. This resulted in $.84 per 
share in 1979 as compared to $.71 per share in 
1978. 


WORKING CAPITAL 

Working capital at year end totalled 
$9,900,000 compared to $7,540,000 a year ear- 
lier. The working capital ratio remained at ap- 
proximately 2 to 1. 


Accounts receivable year end balances re- 
flect the increased prices for heavy oil and 
natural gas sales. The inventory of materials and 
supplies has been increased mainly to prepare 
for the drilling program in the heavy oil area. 
Cash balances have been kept as low as prac- 
tical to minimize the carrying charges on funds 
borrowed. 
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PRODUCTION LOANS PROPERTY AND EQUIPMENT ADDITIONS 


Production loans at December 31, 1979 were (INCLUDES DRILLING COSTS) 
$10,316,000 of which $2,050,000 is considered (millions of dollars) 
payable during 1980 and thus has been included Pe 
in the current liabilities. This increase of (8 ADDITIONS 
$2,900,000 over the previous year end was re- I CASH FLOW 


quired to finance the increased exploration and 
development. 


In addition to the production loans there were 
$2,500,000 of short term bank loans outstanding 
at year end. 


DISTRIBUTION OF PROPERTY AND EQUIPMENT ADDITIONS 


1979 1978 


(thousands of dollars) 


Drilling of wells... 22... $ 8,752 46% $ 7,504 43% 
Leasehold acquisition ......... 3,492 18% 3,063 18% 
Lease and well : 

equipment. 255.2555... 2. 3,544 19% 3,044 18% 
Gherfaditics «= ~ Aj2 6% 1,165 7% 
Geological geophysical ........ 1,062 6% 955 6% 
Exploration overhead ......... 759 4% 845 5% 


Delay rentals. 0 136 1% 535 3% 
$18,867 100% $17,111 100% 


SOURCE OF GROSS REVENUE 


(millions of dollars) 


ey OIL AND NATURAL GAS LIQUIDS 
| NATURALGAS _L_. 


PROPERTY AND EQUIPMENT 
ADDITIONS 


Property and equipment additions in 1979 
amounted to $18,867,000, up 10% from 1978. 


Increased emphasis was placed on Sas- 
katchewan heavy oil projects, while expenditures 
dropped considerably in British Columbia. The 
geographical distribution for 1979 (1978) was 
Saskatchewan 52% (35%), Alberta 35% (39%), 
British Columbia 12% (25%) and foreign and 
other 1% (1%). 


1980 OUTLOOK 


The outlook for 1979 in last year’s report 
proved to be conservative with regard to re- 
venues, as all major income categories were 
above our estimates. 


Preliminary estimates for 1980 indicate in- 
creases around the 10% - 15% range in the 


\/ a 


GROSS REVENUE, CASH FLOW AND NET 
EARNINGS (millions of dollars) 


El GROSS REVENUE 
LI CASH FLOW 


NET EARNINGS 
35 


major income categories. This assumes continu- 
ing marketing problems for natural gas and 
further improvement in heavy oil sales. Capital 
expenditures are expected to be about the same 
as 1979 with continued emphasis on heavy oil. 


1” 
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Balance Sheet 


(Incorporated under the laws of the Province of Alberta) 


DECEMBER 31, 1979 
(with comparative figures as at December 31, 1978) 


On behalf of the Board: 


Se Director 


See accompanying notes 


ASSETS 
1979 1978 
CURRENT 
Cash 9 ee ee $ 567,087 $§ 313,779. 
Accounts receivable... =. 2... sh 12,924,442. 11,564,106 
Inventories of crude oil and sulphur ......... 1,861,475 1,353,591 
Matenals and supplies... 2... 4,580,605 1,989,956 
19,933,609 15,221,432 
PROPERTY AND EQUIPMENT (Note 2) ........ 113,400,545 94,652,336 
Less accumulated depletion and depreciation .... 33,830,439 28 224,222 
79,570,106 66,428,114 
$99,503,715 $81,649,546 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


CURRENT 
Bank loan 


PRODUCTION LOANS (Note 3) 
DEFERRED GAS REVENUE (Note 4) 
DEFERRED INCOME TAXES 
SHAREHOLDERS’ EQUITY (Note 5) 


Share capital 
Authorized 


Accounts payable and accrued liabilities 
Current portion of production loans (Note 3) 


20,000,000 common shares of $1.00 par value each 


Issued 


9,837,137 shares (1978 - 9,664,837) 
Contributed surplus 
Retained earning 


1979 


$ 2,500,000 
5,483,927 
2,050,000 


10,033,927 
8,266,134 
1,596,961 

19,611,000 


9,837,137 
6,474,690 
43,683,866 


59,995,693 
$99,503,715 


wi. 
i 


1978 


$ 6,196,856 
1,485,000 


7,681,856 
5,931,300 
540,635 
16,411,000 


9,664,837 
5,962,524 
35,457,394 


51,084,755 
$81,649,546 
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Statement of Earnings and 
Retained Earnings 


YEAR ENDED DECEMBER 31, 1979 
(with comparative figures for 1978) 


1979 1978 
FiGVENUG er ee $32,030,996 $23,768,971 
Expenses 
Operating: ss a es a eee 10,000,572 6,823,736 
General and administrative. .. .... 2 220355. 2,103,685 1,739,939 
DeprecialiOn® 6 6s ec i ea 1,577,175 1,095,639 
Depleion se ee a ee 4,101,100 2,461,218 
Interest a es a 1,317,082 392,197 
5 19,099,614 12,512,729 
Eamings before income'taxes .... 2... 5 2.2 12,931,382 11,256,242 
Income taxes 
Current. 6 we 1,504,910 1,053,742 
Deferred --. ee a 3,200,000 3,318,000 
4,704,910 4,371,742 
Net earnings forthe year... ... 3... 4. 2. 8,226,472 6,884,500 — 
Retained earnings, beginning of year ............ 35,457,394 28,572,894 - 
Retained earnings, endof year ...........4... $43,683,866 $35,457,394 
Earnings per share (Nole 7) =... tc $ 0.84 $ O71 


See accompanying notes 


Statement of Changes in 
Financial Position 


wi. 


YEAR ENDED DECEMBER 31, 1979 
(with comparative figures for 1978) 


1979 1978 


Source of working capital 
Pretedmings (Ol ie Year 2 ee a $ 8,226,472 $ 6,884,500 
Add depletion, depreciation, deferred 
income taxes and other items not affecting 


Ming Cabal 2 i ieee 8,884,096 6,828,708 
mums NOMMODCratONG =) a a ee 17,110,568 13,713,208 
Perenen Ga5tevenle . 3. ee a ee 1,056,326 540,635 
PMOOUCUOMN IOaNS =. 4,935,000 5,931,300 
Issue of common shares forcash . . . 2. ...3.0. ws 3 684,466 62,356 
Proceeds from sale of equipment ............ 40,578 198,820 

23,826,938 20,446,319 

moprcaon Of working Capital 2 5 ee ee ee ee 
Additions to property and equipment ........... 18,866,666 17,111,389 
MeCcUuCctION OF DIOGUCHON JOGNS 2 ok ee 2,600,166 290,000 
21,466,832 17,401,389 
Pictease in, WOIKING Capital 2. is ee se 2,360,106 3,044,930 
Working capital, beginning of year... ........2.. 7,539,576 4,494,646 
meorking.capital,,OMd Ot yOar ee ea $ 9,899,682 $ 7,539,576 


See accompanying notes 
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Notes to Financial Statements | 


DECEMBER 31, 1979 


1. 


Summary of significant accounting 
policies 


Inventories 


Inventories of crude oil and sulphur are car- 
ried at the lower of cost and net realizable 
value. Materials and supplies are carried at 
average cost. 


Property and equipment 


The Company follows the full cost method of 
accounting wherein all costs related to the 
exploration for and the development of oil 
and gas reserves, whether productive or 
non-productive, are capitalized. 


Depletion and depreciation 


Capitalized costs of oil and gas properties 
including production equipment are 
charged against earnings on the unit of 
production method using estimated proved 
oil and gas reserves. Certain plants, 
pipelines and other equipment are depre- 
ciated on the straight line method at rates 
varying from 5% to 20%. 


3. Production loans 


The Company has pledged production from 
certain producing properties as security for 
its production loans which bear interest at 
1/2% above the current bank prime rate. 
Repayments of these loans are expected to 
amount to approximately $2,050,000 in 
each of the next three years with the remain- | 
ing balance due in 1983. 


Deferred gas revenue 


Under the terms of contracts for the sale of 
the Company’s natural gas, purchasers are 
required to pay for minimum quantities of 
gas each contract year. Due to lower than 
anticipated demand, buyers had to reduce 
gas purchases below minimum contract 
quantities and accordingly, the Company 
received $1,056,326 cash (1978 - $540,635) 
for gas not delivered. Buyers are required to 
take delivery of these gas deficiencies 
within periods ranging from four to ten years 
or to forfeit their payments. 


2. Property and equipment 


Investment 
~at cost 
Oil and gas properties ........ $ 83,116,799 
Plants and production 
equipMeNnt oo eee alate 23,642,181 
Distributing pipelines ......... 4,415,768 
Or a a eee 2,225,797 
$113,400,545 


1979 1978 
Accumulated 
depletion and Net Net 
depreciation investment investment 
$23,256,789 $59,860,010 $49,826,091 
8,386,018 15,256,163 12,677,222 
1,621,335 2,794,433 2,671,237 
566,297 1,659,500 1,253,564 
$33,830,439 $79,570,106 $66,428,114 


- 


et by 


During the year, options to purchase 69,000 
shares were granted and options to purch- 
ase 25,200 shares were cancelled. As a re- 
sult of options exercised during the year, 
172,300 shares were issued for $684,466 
cash of which $512,166 was credited to 
contributed surplus. At December 31, 1979, 
options granted to officers and employees 
to purchase 206,300 shares were outstand- 
ing. These options are exercisable at vari- 
ous dates to August, 1989 at prices ranging 
from $2.03 to $15.98 per share. In addition, 
the Company has reserved 66,700 shares 
for the granting of future options to officers 
and employees. 


AUDITORS’ REPORT 


To the Shareholders of 
Canadian Reserve Oil and Gas Ltd. 


5. Stock option plan 6. Statutory information 


Directors and senior officers received re- 
muneration and benefits amounting to 
$599,755 during 1979 ($450,518 in 1978). 


Earnings per share 


Earnings per share are based on the aver- 
age number of shares outstanding during 
the year. The exercise of the outstanding 
share options would have no material dilu- 
tive effect. 


Comparative figures 

Certain of the 1978 figures have been re- 
classified to conform with the method of 
presentation adopted in 1979. 


We have examined the balance sheet of Canadian Reserve Oil and Gas Ltd. as at December 31, 
1979 and the statements of earnings and retained earnings and changes in financial position for the 
year then ended. Our examination was made in accordance with generally accepted auditing stan- 
dards, and accordingly included such tests and other procedures as we considered necessary in the 
circumstances. 


In our opinion, these financial statements present fairly the financial position of the company as at 
December 31, 1979 and the results of its operations and the changes in its financial position for the 
year then ended in accordance with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


Ch ctss Joong, Clon hon, Gardin Len 


ARTHUR YOUNG, CLARKSON, GORDON & CO. 
Chartered Accountants 


Calgary, Canada 
February 4, 1980 


28 


Five Year Summary 


1975 


FINANCIAL 1979 1978 1977 1976 
Gross Revenue $32,030,996 $23,768,971 $21,297,625 $16,111,028 $13,556,358 
Cash Flow 17,110,568 13,713,208 12,243,540 9,401,042 7,146,727 
Depreciation and Depletion 5,678,275 3,556,857 3,354,019 2,706,794 2,165,701 
Deferred Taxes 3,200,000 3,318,000 2,173,000 1,500,000 650,000 
Net Earnings 8,226,472 6,884,500 6,705,417 5,197,614 4,319,334 
Per Share 
Gross Revenue 3.26 2.46 2.21 1.67 1.41 
Cash Flow 1.74 1.42 1.27 .98 74 
Net Earnings 84 1 .70 54 ASS 
Property and 
Equipment Additions 18,866,666 17,111,389 11,199,096 9,177,555 5,2/9;f20 
Working Capital 9,899,682 7,539,576 4,494,646 3,919,366 3,280,956 
Outstanding Shares 9,837,137 9,664,837 9,648,437 9,640,437 9,635,037 
OPERATING 
*Oil and Natural Gas Liquids 
Sales — M$ 
Gross Working Interest 360,301 334,348 337,694 289,207 348,115 
Per Day 987 916 925 790 954 
Net Working Interest 243,947 212,050 208,314 224,676 281,657 
Per Day 669 582 Aa fA 614 772 
**Natural Gas Sales — 10° M? : 
Gross Working Interest 232,463 187,487 227,176 220,271 204,712 
Per Day 637 512 623 602 561 
Net Working Interest 175,512 140,688 174,088 164,570 157,422 
Per Day 484 385 477 450 431 | 
Sulphur Sales — Tonnes 
Gross Working Interest 53,956 26,018 52,495 60,569 42,983 — 
Per Day 148 71 144 166 118 
Net Working Interest 42,972 20,751 40,521 50,299 36,433 
Per Day 118 57 111 137 100 
Wells Drilled — Gross (Net) : 
Oil 127(53) 88(48) 35(15) 21(8) 23(12) 
Gas 60( 7) 139(15) 61( 9) 48(10) 7( 2)5 
Dry 68(19) 44(13) 30(12) 30(12) 26(10) 
Total 255(79) 271(76) 126(36) 99(30) 56(24) 


*M3 — cubic meters 


**10° M? — thousands of cubic meters 
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